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SUBJECT t Impact of the Suea Situation on World Developments 


Problem 

lo At lAC meeting on 2? November 1SS6 the Air Force nronosed 
the political, economic, and elrat^i^ 
f“\j^taation on Western Europei there was discussion of 
^^ning the scope of the estimate to other areas. The lAC agreed 
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^ ^ther the final 

^ ISilJle)”® inrtartaenta." 

repwsentatlTOS 

and that it ba + * 1*5®^ ^ undertaken for Westezn Europe 

r if «» “SI?** 

29 November 19^6 transSt+i****^?^^^* Memorandum dated * 

woveraner 1956, transmitting terms of reference for SNIE 20-?6) 


DtXXBWBNITNO, (g 
NOCM«NO€>N CLASS. Q 
& OeCXASSIFlEO 
TXft^. CHANGED TO: T8 

N£xrHE\flEWDATe: 

AUTH; 


3 0 


Approved For Release 2000/08/07 


DATE: 

CIA-RDP79T00937A000 


a s 
) 


•^REVtEWEfti 
00030054-6 



Approved For F^l^se 2000/08/07 : Cl 


00937A^500030054-6 


Reccaganend&tlofa 

3o In vieH of the Board* s reeponelbility, the Staff has reviewed 
the problem* We propose that the Board reconmend that no additional 
estimate be undertaken pursuant to the lAC action of 27 November 1956 
for the foUoMing reasons* 

a* Available evidence indicates that if the Suez Canal 
is reopened in tte time period assumed by SNIE 20-56 on 
Western Europe — i*eo, partial clearance in early March 1957 
and full clearance in May — the shutdown of traffic viU 
not have critical effects on the economies of countries outside 
Western Europe* The most serious effect will be on the oil 
producing and transit states of the Mid dl e East* but the 
tempoiaxy closure of the Canal Is not likely to have a decisive 
effect on ths policies or outlook of Middle Eastern states* 

h* Present indications are that the Canal will be 
cleaxed at the rats proposed in SNIE 20-56, although ths 
danger of later closures cannot be precluded* 

Co The over-all laqmct of the Suez crisis and develop- 
ments^in Eastern Europe has been considered in the world 
Situation paper* The situation in the Middle East, where 
political and other repercussions of the Svuez crisis are 
most direct, also will be considered in ths farthcoming 
SNIE 30-2-57, "Major Factors Affecting US Interests in the 
ItiLddls East." 

Prospects for Reopening of Suez canal and IFC Pipeline 

1*, Gteneral Wheeler ts plan for UN salvage operations along -ttie 
canal envisions that a charnel for ships of up to 25 feet draught can 
be cleared ty early March 1957 and that full clearance can be coeQ)leted 
in May* Ths planned partial clearance in early March will permit most 
dry cargo ships and eizqpty tankers to use the Canal* Eiqpty tankers wiU 
be able to go through and return loaded by the Cape, thus shortening 
the round trip from western Europe from about 70 to 55 dsys. 

5* There is no imriiediate basis foe estimating that Egypt will 
delay UN salvage operations* One immediate Egyptian objective would 
appear to be the clearance of the Canal and the removal of UN forces 
from Egy^ian territory* However, political disagreements could 
inhibit its full use after clearance, Egypt has titreatened that British 
and French ships will not be permitted to use the canal until Israeli 
forces have withdrawn from the Gaza strip and Tiran* 
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Econcanlc Iggpaot of the Closure of the Sueg Canal 

6* All availablfi DS Govermnent papers, including a recent state 
study on "ihe Econoaic Consequences of the Closure of the Suez Canal,” 

(IR 7l;89, dated 7 January '^7) have assumed that It ^jould be 
partlalily reopened In Iiarch coxqdeteiy reopened in Haye Business 
and govemioent circles in the trading countries of the vorld also 
appear to be basing their expectations and plans on this assumptiocio 
After Western Europe, the dislocations and costs of such a tesporary 
closure of the canal fall most hea-vily (xa countries in the Middle 
Easto liost of the oil producing countries in this area are e::q>erimu:ing 
substantial losses in govemnent revenues and foreign exchange. The 
State stu^y estimates that Saudi Arabia "ms^ be in considerable fiscal 
difficulties in this period," 

In most of the non-Gomiaunist countries of Asia and Africa the 
short term reduction in peluroleum supplies uUl be IflU'gely absorbed 
by the drawing down of stodcs. If the cut-back in petroleum supplies 
was to last a somewhat longer period the effect on production and 
exports in many of these countries would be siibstantlal, 

8 a All of the countries dependent on the Canal for the movement 
of trade — especially those bordering the Red Sea, Persian Gulf and 
Indian Ocean — will experience soioe reducticn of trade and higher 
freight costs due to longer ma hauls and the shortage of shippingo 
State has estimated that increases in freight costs probably will not 
exceed U percent of the total value of inports by less developed countries 
and will decline to under 2 percent after the partial reopening of the 
Canal, The assumed short duration and magnitude of the Impact on imports 
will not be large enoc^, particularly in view of existing stoclQ in 
most countries, to effect significantly economic activity in Africa, 

South Asia or the Far East, In some instances, delays in imports will 
tend to aggravate existing economic weaknesses such as previously postpcned 
tnports of industrial spare parts ty Pakistan and the pressure on domestic 
grain prices In India, but the over-all tnpact on their economies will 
not be substantial, 

9o Eaports win be somewhat more seriously curtailed than Inserts 
because of the greater bulk Involved in raw material exports from the 
less developed areas. The piling up of export inventories will be serious 
for countries attempting to market perishable crops in this period, e.g,, 
Somalia bananas, its principal esqpcrt. Reduced exports and hi^r freight 
charges will mean greater trade deficits, which could increase by as 
much as milllcxi for India and by perhaps the same amount for an of 
Africa, xieductions in trade will be much smaller in the Far East, In 
most cases the trade reductions will have little over-all economic 
importance since annual variations in trade frequently much 

greater. 
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